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A  CPA’s G uide to Tax Preparation
A TALK FOR CPAs TO DELIVER 




AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS 
1211 AVENUE OF THE AMERICAS, NEW YORK, N.Y. 10036
Product Number: 889543
Forging into tax season without a minimum 
understanding of tax law is about as foolhardy as Jogging 
into the woods without a compass. I can almost guarantee 
that you’ll end up lost and bewildered.
What I want to do today is equip you for the task of 
preparing a tax return. First, I'll summarize some of the 
more important changes in current tax law. Then, I’m going 
to explain the types of income you need to report on your 
tax return. I’ll also show you how to reduce your gross 
income by taking advantage of tax deductions and 
special credits. I’ll even offer hints on how you can 
discover tax-deductible expenses you may have 
forgotten...or never even knew about.
Before I get started, let me assure you that you don’t 
need to write down everything I say today. I’ve brought 
along a brochure that summarizes the highlights of my talk. 
Keep in mind, too, that I’ve tailored my remarks for a 
general audience. So, if you have any specific questions 
or concerns that I don’t address, please bring it up after my 
talk and I’ll do my best to help you out.
Let me start by reviewing a few of the more important 
changes in 1989 tax law. There’s a lot of good news. First 
of all, tax rates have stayed low. At the same time, the 
standard deduction has increased. It’s now $3,100 for 
single taxpayers, $5,200 for married couples filing
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jointly, $4,550 for anyone filing as head of household, and 
$2,600 for married couples filing separately. The personal 
exemption is also up. This year, each exemption equals 
$2,000, up $50 from 1988.
But no tax season is without its downside. As most of 
you probably know, the deduction for personal Interest 
continues to dwindle. You can deduct only 20 percent of 
interest charged on personal loans and credit cards during 
1989 -- that’s down from 40 percent in 1988. For 1990, the 
deduction is only 10 percent.
Other, more recent tax changes are of particular 
concern to parents. For example, full-time students can 
now qualify as your dependents, regardless of income, 
only if they are under age 24. You should also be aware 
that under new IRS rules, you must list Social Security 
numbers for any dependent who is at least age two. Failure 
to do so will result in a penalty. Plus, the exemption may 
be disallowed.
That covers a few of the more wide-ranging changes in 
tax law. Now, let’s move on to the heart of my talk: the 
bare necessities of tax preparation. One of the keys to 
effective tax preparation — and a lower tax bill — is 
organizing your financial records into common-sense 
categories. Now, I know this process is about as exciting 
as defrosting your freezer or changing a tire, but it is a
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critical step. If organization is not your forte, try to divide 
your records into at least two general categories: income 
and expenses.
Begin by gathering every record that shows how much 
money you have earned or collected over the course of 
the year. A $25 check from your Aunt Sally doesn't count. 
What does count is your W-2 form, which you should 
receive in the mail sometime in January.
You should also set aside any 1099 forms that you 
receive. These records will Indicate exactly how much 
money your savings accounts, security holdings, or other 
investments have earned, in addition, if you sold any stock 
for gain this year, you will be sent a 1099-B which shows the 
amount of proceeds for capital gains you should report. 
Similarly, If you sold your home for gain, make sure you 
save all supporting documents...such as your closing 
statement and any receipts that show how much you spent 
on fixing up the house prior to its sale.
Other types of income you need to report on your tax 
return include unemployment compensation, certain 
scholarships and fellowships, taxable Social Security or 
pension benefits, or state and local income tax refunds. I 
strongly recommend that you write a list summarizing all 
sources of income before you sit down to do your taxes.
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Once you have totaled your gross income, you can 
begin considering ways to reduce the amount on which 
you must pay taxes.
The simplest and most effective way to trim gross 
income — and your tax bill — is by deducting contributions 
to a retirement plan, such as an Individual Retirement 
Account..more commonly known as IRA.
Despite what you may think, the IRA has not Joined the 
Edsel in oblivion. According to the Investment Company 
Institute, more than 80 percent of us can still deduct all or 
part of our IRA contributions. As long as you aren’t covered 
by a pension plan at work, you can still deduct your IRA 
contributions...no matter how much money you earn. You 
can shelter up to $2,000 if you’re single...and up to $4,000 if 
you’re married and both you and your spouse work. If only 
one spouse is employed, the most you can contribute is 
$2,250. And don’t forget, you have until April 15 to make 
an IRA deposit for 1989.
Now, here’s the catch. If you or your spouse 
participate in an employer’s retirement plan, you start to 
lose some of your deduction as soon as your adjusted 
gross income exceeds $40,000. If you’re single, your 
deduction starts dropping once you earn more than 
$25,000.
Of course, IRAs aren’t the only game in town. Perhaps 
the most attractive tax-deferred retirement plan available
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Is the 401(k) plan, which automatically subtracts your 
contribution from your wages. For 1989, the maximum 
contribution is $7,627...that’s up $314 from the previous year.
Again, whatever amount you deposit Into a 401(k) 
reduces your gross income. So, It you are In the 28 percent 
tax bracket, a $3,000 contribution to a 401(k) means an 
$840 cut in your taxes. The savings are even greater It 
you’re in a higher bracket.
As with IRAs, Interest on a 401(k) grows tax-deferred. 
What’s more, by lowering your gross Income, a 401(k) may 
also enable you to deduct a larger portion of your medical 
and miscellaneous expenses.
Another type of retirement plan is known as a Keogh. 
These plans are available only to the self-employed. You 
can generally contribute and deduct up to 20 percent of 
your net earned income or $30,000, whichever Is less.
Again, interest and earnings on a Keogh are tax-deferred 
until you begin withdrawing funds.
IRAs and Keoghs result in what Is called "an adjustment 
to income.” What that means is you subtract these items 
directly from your gross income, without regard to any 
other deductions. There are several other adjustments to 
income of which you should be aware, such as alimony 
payments or the 25-percent deduction self-employed 
workers can take for health insurance premiums.
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Make sure you find out if you are eligible for any of these 
valuable tax breaks.
Now, let’s talk about your other deductible expenses. 
As I’m sure you know, keeping track of a year’s worth of 
expenses is no easy task. How much did you spend on a 
business trip you took last April? To which charities did you 
contribute during the year? Answering those questions — or 
trying to answer those questions — can give the average 
taxpayer an immediate headache. What I want to do now 
is give you some basic hints on how to uncover all the 
deductible expenses hidden in your various records at 
home.
Your first step is the easiest...and perhaps the most 
useful. Simply review last year’s tax return. Unless your tax 
situation has altered dramatically, even a quick glance will 
help you create a broad outline for this year’s tax 
preparation. Jot down the type of deductions you reported 
in 1988. With that list by your side, you can begin reviewing 
your 1989 tax status.
Next, pull out your checkbook and cancelled checks. 
Carefully review them, setting aside any items that relate to 
your business, charitable donations, medical expenses, 
child-care bills, real estate activities, and other 
miscellaneous expenses. Remember, you don’t have to 
drag all these checks to your CPA. A summary listing the
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date, check number, amount, payee, and purpose is 
usually much more efficient.
You should also review your old charge account 
statements and receipts, and note any expenses that may 
be tax deductible. For example, you may have charged 
your prescription eyeglasses or a contribution to a charity. 
Also make sure you write down how much interest you paid 
on each account. This amount is generally reported on the 
first charge statement of the new year. Keep in mind that 
personal interest, including that charged on credit cards, is 
now only 20 percent deductible.
Another place to look for deductions is your paycheck 
stubs. Take a closer look at them and you may discover 
automatic payroll deductions for IRA accounts, medical 
insurance, or donations to charities such as the United Way.
Let me also stress that you should consider the tax 
consequences of any significant changes In your personal 
life. Marriage, divorce, the birth of a child, or a parent who 
has suddenly become dependent on you for his or her 
support can all mean a jump or a drop in your tax bill. In 
particular, make sure you consider these changes in 
personal status when you calculate the number of 
exemptions to which you are entitled. You should also 
notify your tax preparer so that he or she can alert you
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to special tax credits and provisions of which you may be 
totally unaware.
Now, let’s review some of the specific deductions you 
may be eligible to take. Undoubtedly, some of the most 
common and most valuable deductions are found in your 
own four walls — your home. Mortgage interest is still 100 
percent deductible on loans of up to $1 million...as long as 
you use the funds to buy a primary or secondary home.
You can also deduct the interest on home equity loans of 
up to $ 100,000. In addition to mortgage Interest, you can 
deduct any property and real estate taxes you paid for 
1989.
If you own rental property, you may have another set of 
deductions. However, let me point out that under tax 
reform, rental losses are considered "passive" and thus may 
only be deducted from "passive” income. But there Is an 
important exception. If you actively participate in renting 
your property and your adjusted gross income is $100,000 
or less, you can deduct losses of up to $25,000 from your 
regular income. For owners with adjusted gross income 
over $ 100,000, the $25,000 allowance is reduced by 509 for 
every dollar of income above $100,000.
Time constraints prevent me from discussing qualified 
rental expenses in much detail. Let me just say you can 
generally deduct any legitimate operating costs, such
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as those incurred for repairs, cleaning services, and 
advertising fees.
While we’re on the subject of homes, did anyone of 
you move this past year? If you did, you may be able to 
deduct your unreimbursed moving expenses. Don’t make 
the mistake of assuming that moving expenses can be 
deducted only by employees who have relocated clear 
across the country. That’s not the case. If you move within 
one year of starting a new Job...and the distance from your 
old home to your new Job is at least 35 miles farther than 
the distance from your old home to your old Job...you may 
be able to deduct your moving expenses. Eligible 
expenses may include a renter’s lost security deposit, fees 
charged by a moving company, and transportation costs 
for traveling to your new residence.
Another deduction people often misunderstand is the 
one for casualty losses. Admittedly, your loss must be fairly 
substantial In order for you to take advantage of this tax 
break. But in those rare cases, it’s important to know the 
rules. So here’s a brief overview. Casualty losses must be 
sudden and unexpected — such as a storm, fire, 
automobile accident, or even a bank failure. Such losses 
are deductible to the extent that they exceed 10 percent of 
your adjusted gross income...and they have not been 
reimbursed by your insurance company. If you’re
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planning on taking this deduction, you may want to consult 
a CPA for the specific rules and restrictions.
A more common deduction is the one for 
miscellaneous expenses. The rules here are the same as 
last year’s. Miscellaneous expenses are deductible to the 
extent that they exceed 2 percent of your adjusted gross 
income. Included in this category are tax preparation fees, 
Job-hunting expenses, and qualified educational costs.
You can also deduct miscellaneous business expenses, 
such as those incurred by mailing holiday cards to 
employees or clients — but the cards must have served a 
valid business function. In addition, you may deduct the 
cost of business gifts worth up to $25 per person, per year.
As far as business meals go, you can generally deduct 
80 percent if the meal is "directly related to" or "associated 
with" the active conduct of your trade or business. Just 
make sure the expenses are not lavish or extravagant. If 
your company does not reimburse your business meal 
expenses, you must add them to your other miscellaneous 
itemized deductions.
Another deduction to consider is unreimbursed 
medical expenses. These costs are deductible to the 
extent that they exceed 7.5 percent of your adjusted gross 
income. Again, don’t assume that only the chronically ill
-10-
can take advantage of the medical deduction. You may 
be perfectly healthy and still have deductible medical 
expenses such as orthodontist bills, eyeglasses, and 
contact lenses.
You can also deduct the cost of transportation to and 
from medical facilities, medical insurance premiums, 
prescription medicines, and special equipment like 
crutches, wheelchairs, or hearing aids. Acupuncture and 
psychotherapy are likewise deductible.
Lots of people ask me whether they can still deduct 
contributions to charities. The answer is "yes"...if you 
itemize. In addition to gifts of property, you can deduct 
expenses associated with volunteer activities, including the 
cost of transportation and required uniforms.
As I mentioned earlier, the deduction for personal 
interest is down to 20 percent in 1989. However, interest on 
investment loans is fully deductible up to the amount of 
your net investment Income. In addition, this year you can 
also deduct up to 20 percent or $2,000 of the interest In 
excess of your net investment income.
And don’t forget that state and local income tax, unlike 
state sales tax, remain fully deductible. In states with high 
tax rates, this one item can easily top your standard 
deduction.
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Now, I want to touch on some tax-filing facts and tips 
often overlooked by special types of taxpayers.
If you, or anyone in your family, are disabled, keep in 
mind that impairment-related work expenses may be 
deducted without regard to the 2-percent rule. Included in 
this category are necessary expenses for services which 
enable you to conduct your business efficiently. For 
example, if you’re blind, you can deduct the cost of hiring 
someone to assist you in reading and responding to office 
correspondence.
How about the kiddie tax? If you have children under 
age 14, remember that they can use $500 of their standard 
deduction to offset the first $500 of unearned income, 
which refers primarily to investment earnings. The next 
$500 in unearned income is subject to the child’s tax rate, 
usually 15 percent. Any unearned income above $1,000 is 
taxed at the parents’ rate. Does It still pay to accumulate 
savings in your child’s name? Definitely. For example, you 
can invest $12,000 in a certificate of deposit paying 
approximately 8 percent before reaching the $1,000 limit.
Taxpayers who are age 65 or over have a number of 
valuable tax breaks. For example, if you and your 
spouse both qualify for the credit for the elderly or 
the disabled, you may be able to reduce your tax bill by up
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to $1,125. In addition, if you are at least 55 years old, you 
may want to take advantage of the once-in-a-lifetime 
exclusion of $125,000 in gain from selling your primary 
residence.
If any of you pay someone to take care of your 
dependent child, parent, or spouse while you’re working, 
you may qualify for the dependent-care tax credit. To be 
eligible, your spouse or dependent must be unable to take 
care of himself or herself. The amount you can deduct will 
again depend on your adjusted gross Income, but can go 
as high as $720 for one dependent. Just remember, you 
must supply the caretaker with a W-2 form listing his or her 
annual wages. You are also required to supply the IRS with 
the name, address, and Social Security number of the 
person providing the child-care services.
Finally, if anyone here is self-employed, don’t forget 
that you have a new and very valuable tax break. You can 
now deduct 25 percent of your medical insurance 
expenses from your gross income — without regard to the 
7.5 percent floor on medical expenses we discussed 
earlier. And those Insurance costs can include coverage 
for your family.
In closing, let me say that preparing a tax return 
doesn’t have to be like wandering through dark woods, 
totally unprepared. If you take the time to organize 
yourself and sort through all your papers and receipts,
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you may be pleasantly surprised when you sit down to fill 
out your tax forms. And if you need help, don’t hesitate to 
ask. Your CPA can supply you with all the tools and 
information you need to survive this tax season like a pro.
Now, I’ll be happy to take your questions.
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